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In 1994, the government reported a marked drop in GDP, coupled with a sizable leap in inflation. As
a result, President Carlos Roberto Reina's administration is hard pressed to meet its commitments
to the International Monetary Fund (IMF), which were included in a letter of intent that the
government signed with the IMF in January of this year. According to preliminary estimates by
the UN's Economic Commission for Latin America and the Caribbean (ECLAC), GDP declined
dramatically in 1994, plummeting from the positive 6.5% growth rate achieved in 1993 to a negative
1.5% contraction in the economy last year. A sharp drop in public investment greatly contributed to
the economy's overall poor performance.
Adding to the economic woes was a protracted drought that led to a 3% shrinkage in agricultural
output. Banana production suffered particularly from increasing competition on the world market
and from a strike by banana workers. Consequently, banana export earnings fell by 32%, from
US$229 million in 1993 to US$155 million in 1994. Manufacturers were badly hurt by power
shortages brought on by the drought and by inattention to critical maintenance and repairs of the
hydroelectric generation system for which Honduras depends for almost all its electric power.
Consequently, industry suffered during most of the year, leading to a sharp drop in industrial
output and in production by most other sectors of the economy. Also badly hit was the construction
industry, which shrank by 17% from the healthy growth experienced during the two previous
years, mostly because of severe cuts in public construction and a downturn in manufacturing plant
expansion.
Meanwhile, inflation grew alarmingly, more than doubling from the 1993 figure of 13.1% to 28% in
1994, despite government efforts to discourage spending by maintaining high interest rates, which
fluctuated between 30% and 42%. As a result of the dismal performance last year, the government
will have to surmount major obstacles if it is to reach the medium-term macroeconomic goals agreed
upon with the IMF in January. The scenario for the next three years calls for a reduction in the
fiscal deficit to 4% of GDP in 1995 and to 1.5% by 1997. In 1993, the deficit had reached 11% of GDP,
although it fell to 7.5% in 1994. Other goals in the IMF agreement include annual growth rates of
4.5% through 1997, as well as a 12% inflation rate for 1995, with further reductions to 5% by the end
of 1997. To meet the target growth rate of 4.5% for this year, President Reina plans to emphasize
investment in export- oriented agricultural production. He said that during 1995 his administration
will create programs to step up production in basic grains and cattle, which should have a salutary
effect on employment and personal income.
Nevertheless, both business and grassroots organizations have complained of pressures on them
caused by government belt-tightening measures. Businesses are under pressure to pay governmentmandated wage increases and they are balking at the high interest rates. Some business leaders are
saying that erasing the fiscal deficit by spending cuts and revenue- enhancing measures is taking
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priority over private-sector expansion. For example, according to private estimates, the government
will take in US$89 million this year from increased taxes on petroleum products. But a 50% hike
in gasoline, diesel fuel, and butane prices ordered by the government since January has greatly
increased the cost of doing business and has cut into consumer buying power.
Moreover, despite the government's success in securing IMF approval for its economic restructuring
plan and the assurance of fresh loans from abroad, both government and independent analysts
express concern about the social impact the economic reforms are having. President Reina noted in
his address to Congress in January that the economic reforms begun in 1990 had yet to make inroads
in the nation's massive poverty, even as they met with the requirements set by the multilateral
lending agencies. About 70% of the Honduran population now lives below the poverty line, and
about 40% of the economically active population is unemployed. [Sources: Balance Preliminar de
la Economia de America Latina y el Caribe 1994 (UN-ECLAC), December 1994; CEPAL News (UNECLAC), February 1995; Agencia Centroamericana de Noticias Spanish News Service, 02/27/95;
Inforpress Centroamericana, 01/19/95, 03/09/95; International Press Service, 03/25/95; Notimex,
02/14/95, 03/16/95, 03/21/95, 04/03/95; Associated Press, 04/06/95; Agence France- Presse, 02/20/95,
04/11/95; Reuter, 04/04/95, 04/19/95, 04/25/95]
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